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Report of the auditor-genera! to the Mpumalanga 
Provincial Legislature and the council on the 
Emakhazeni Local Municipality 


Report on the financiai statements 

Introduction 

1 , I was engaged to audit the financial statements of the Emakhazeni Local Municipality 
set out on pages ... to ..., which comprise the statement of financial position as at 
30 June 2014, the statement of financial performance, statement of changes in net 
assets, cash flow statement and statement of comparison of budget information with 
actual information for the year then ended, as well as the notes, comprising a summary 
of significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2013 (Act No. 2 of 2013) (DoRA), and 
for such interna! control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 


Auditor-general's responsibility 

3. My responsibility is to express an opinion on these financiai statements based on 

conducting the audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the general notice issued in terms thereof and International 
Standards on Auditing. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 


Basis for disclaimer of opinion 
Non-disclosure of going concern uncertainty 

4. For at least the past three years, the municipality has incurred material net losses and 
its current liabilities have materially exceeded its current assets. This situation indicates 
the existence of a material uncertainty that may cast significant doubt on the 
municipality’s ability to continue as a going concern. Therefore, the municipality may be 
unable to realise its assets and discharge its liabilities in the normal course of business. 
The financial statements and notes thereto do not fully disclose this fact. 



Property, plant and equipment 


5. I was unable to obtain sufficient appropriate audit evidence for property, plant and 
equipment, I was unable to confirm property, plant and equipment by alternative means, 
due to unexplained differences of R11 410 370 between the asset register and the 
financial statements. 

6. In terms of GRAP 1 7 Property, plant and equipment , an entity shall recognise items of 
property, plant and equipment that qualify for recognition as assets in the financial 
statements. Contrary to this requirement, the municipality did not recognise all assets in 
its financial statements, as selected assets could not be traced to the asset register. In 
addition, some of the assets’ depreciable replacement cost was not accurately 
accounted for. I was not able to determine the full extent of the understatement of 
property, plant and equipment, as it was impracticable to do so. 

7. Consequently, I was unable to determine whether any further adjustments were 
necessary relating to the property, plant and equipment of R469 613 733 

(2013: R496 959 366) disclosed in the statement of financial position and note 4 to the 
financial statements. 


Revenue 

8. The municipality did not always update its valuation roll with the values of properties 
affected by rezoning during the financial year. The accounts in the general ledger could 
not be found in the valuation roll, while some of the properties in the valuation roll were 
not included as rateable properties in the accounting records. Property owners on the 
valuation roll also differed from the ones captured on the financial system of the 
municipality. Furthermore, electricity customers were not billed throughout the year. I 
was unable to confirm property rates and service charge revenue by alternative means. 
Consequently, I was unable to determine whether any further adjustments were 
necessary relating to property rates and service charges of R54 522 901 and 

R64 938 340, respectively, disclosed in the statement of financial performance and 
notes 20 and 21 to the financial statements. 

9. The municipality did not recognise traffic fine revenue on the accrual basis in 
accordance with iGRAP 1 Applying the probability test on initial recognition of exchange 
revenue. The municipality recognised traffic fine revenue on the cash basis. I was 
unable to determine the full extent of the understatement of revenue from traffic fines 
and trade receivables. Consequently, I was unable to determine whether any 
adjustments were necessary to the revenue from fines of R9 206 921 disclosed in the 
statement of financial performance. 



Receivables 


10. ! was unable to obtain sufficient appropriate audit evidence for receivables from 

exchange and non-exchange transactions, i was unable to confirm the receivables from 
exchange and non-exchange transactions by alternative means, as the assumptions 
used in estimating the impairment of debtors could not be provided for auditing. 
Furthermore, the municipality did not recognise all of its debtors in the financial 
statements, as selected debtors could not be traced to the debtors listing. 

Consequently, I was unable to determine whether any further adjustments were 
necessary relating to the receivables from exchange and non-exchange transactions of 
R24 074 809 and R33 064 241 (2013: R30 968 246 and R15 844 245), respectively, 
disclosed in the statement of financial position and notes 10 and 1 1 to the financial 
statements. 


Cosh flow 

11. I was unable to obtain appropriate audit evidence to determine whether the cash flow 
statement was fairly stated, due to numerous items contributing to the disclaimed 
opinion that affected the items in the statement of financial position and the statement of 
financial performance. Furthermore, the municipality included in its cash flows from 
investing activities donated assets to the value of R7 636 587 as though they had been 
purchased by the municipality. Consequently, the cash and cash equivalent was 
understated by the same amount. 


12. Section 125(2)(d) of the MFMA requires the notes to the financial statements to disclose 
particulars of any material losses. Distribution losses of R8 202 400 were disclosed at 
zero in note 47 to the financial statements. This resulted in an understatement of the 
distribution losses in note 47 to the financial statements by R8 202 400. 


Irregular expenditure 

1 3. Irregular expenditure of R14 564 000 identified during the year was not disclosed in 
note 45 to the financial statements, resulting in an understatement of irregular 
expenditure. 

14. Section 170 of the MFMA requires that irregular expenditure resulting from non- 
compliance with the MFMA can only be condoned by the National Treasury. Irregular 
expenditure amounting to R3 400 973 was incorrectly condoned by the municipality, 
although it is not the relevant condoning authority. As a result, the irregular expenditure 
disclosed in the financial statements was further understated by R3 400 973. 


Aggregation of immaterial uncorrected misstatements 

1 5. The financial statements as a whole were materially misstated due to the cumulative 
effect of numerous individually immaterial uncorrected misstatements in the following 
elements making up the statement of financial position, statement of financial 
performance and notes to the financial statements: 

® Expenditure reflected as R223 265 222 was overstated by R3 247 513. 



® Revenue reflected as R199 525 305 was understated by R9 363 460. 

© Employee related cost reflected as R60 499 221 was understated by R570 000. 

• Property, plant and equipment reflected as R469 613 733 was overstated by 
R8 967 167. 

• Inventory reflected as R2 149 601 was overstated by R441 072. 

® Value-added tax payables reflected as R5 606 623 were overstated by R2 764 772. 

e Receivables from non-exchange transactions reflected as R33 064 241 were 
understated by R319 700. 

• Commitments reflected as R2 749 923 were understated by R810 000. 

• Deviations from procurement processes reflected as R3 400 973 were overstated by 
R93 964. 

• Payables reflected as R89 612 080 were understated by R7 473 664. 

• Contingent liabilities reflected as R4 740 774 were understated by R5 769 000. 

• Related parties reflected as R0 were understated by R1 865 000. 


16. Because of the significance of the matters described in the basis for disclaimer of 

opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 


Emphasis of matter 

17. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Material impairments 

18. As disclosed in notes 10 and 11 to the financial statements, the receivables balance 
was significantly impaired. The impairment of consumer debtors amounted to 

R90 456 581 (2013: R59 231 123), which represented 81% (2013: 69%) of the total 
consumer debtors. The contribution to the provision for debt impairment was 
R31 225 459 (2013: -R8 742 327). 

Additional matters 

19. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 



Unaudited supplementary schedules 

20. The supplementary information set out on pages ... to ... does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

21 . In terms of section 125{2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and, accordingly, I do not express an 
opinion thereon. 


Report on other legal and regulatory requirements 

22. In accordance with the PAA and the general notice issued in terms thereof, I report the 
following findings on the reported performance information against predetermined 
objectives for selected development priorities presented in the annual performance 
report, non-compliance with legislation as well as internal control. The objective of my 
tests was to identify reportable findings as described under each subheading but not to 
gather evidence to express assurance on these matters. Accordingly, I do not express 
an opinion or conclusion on these matters. 


Predetermined objectives 

23. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information for the following selected development priority 
presented in the annual performance report of the municipality for the year ended 
30 June 2014: 

• Service delivery and infrastructure development on pages ... to ... 

24. I evaluated the reported performance information against the overall criteria of 
usefulness and reliability. 

25. I evaluated the usefulness of the reported performance information to determine 
whether it was presented in accordance with the National Treasury’s annual reporting 
principles and whether the reported performance was consistent with the planned 
development priority. I further performed tests to determine whether indicators and 
targets were well defined, verifiable, specific, measurable, time bound and relevant, as 
required by the National Treasury’s Framework for managing programme performance 
information (FMPPI). 

26. I assessed the reliability of the reported performance information to determine whether 
it was valid, accurate and complete. 

27. The material findings in respect of the selected development priority are as follows: 



Service delivery and infrastructure development 


Usefulness of reported performance information 
Consistency of objectives, indicators and targets 

28. Section 41(c) of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 
requires the integrated development plan to form the basis for the annual report, 
therefore requiring consistency of objectives, indicators and targets between planning 
and reporting documents. A total of 42% of the targets were not consistent with those in 
the approved annual performance, integrated development, and service delivery and 
budget implementation plans. This was due to a lack of monitoring and review by 
management. 


Reliability of reported performance information 

29. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, indicators and targets. I was unable to 
obtain the information and explanations I considered necessary to satisfy myself as to 
the reliability of the reported performance information. This was because the 
municipality could not provide sufficient appropriate evidence in support of the reported 
performance information and the municipality’s records not permitting the application of 
alternative audit procedures. 


30. I draw attention to the following matters: 

Achievement of planned targets 

31 . Refer to the annual performance report on pages ... to ... for information on the 
achievement of the planned targets for the year. This information should be considered 
in the context of the material findings on the usefulness and reliability of the reported 
performance information for the selected development priority reported in 
paragraphs 28 to 29 of this report. 


Adjustment of material misstatements 

32. ! identified material misstatements in the annual performance report submitted for 

auditing on the reported performance information for service delivery and infrastructure 
development. As management subsequently corrected only some of the misstatements, 
we raised material findings on the usefulness and reliability of the reported performance 
information. 



Compliance with legislation 

33. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My findings on material non-compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 


Strategic planning and performance management 

34. The municipality did not establish mechanisms to monitor and review its performance 
management system, as required by section 40 of the MSA. 

35. The annual performance report for the year under review did not include the 
performance of the municipality, a comparison with the previous financial year, and 
measures taken to improve performance, as required by section 46(1 )(b) and (c) of the 
MSA. 

Budgets 

36. Expenditure was incurred in excess of the limits of the amounts provided for in the votes 
of the approved budget, in contravention of section 15 of the MFMA. 


37. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected and the supporting records could not subsequently be provided, 
which resulted in the financial statements receiving a disclaimed audit opinion. 


Procurement and contract management 

38. Sufficient appropriate audit evidence could not be obtained that all contracts and 
quotations had been awarded in accordance with the legislative requirements and a 
procurement process that was fair, equitable, transparent and competitive, as two 
tender documents, two quotations and two contracts were not submitted for auditing. 

39. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
the procurement of goods and services through competitive bids had been drafted in an 
unbiased manner that allowed all potential suppliers to offer their goods or services, as 
required by supply chain management (SCM) regulation 27(2)(a). 

40. The preference point system was not applied in all procurement of goods and services 
above R30 000, as required by section 2(a) of the Preferential Procurement Policy 
Framework Act of South Africa, 2000 (Act No. 5 of 2000) and SCM regulation 28(1 )(a). 

41. Contracts and quotations were awarded to bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c). 

42. Construction projects were not always registered with the Construction Industry 
Development Board (CIDB), as required by section 22 of the CIDB Act of South 
Africa, 2000 (Act No. 38 of 2000) and CIDB regulation 18. 



43. Contracts and quotations were awarded to providers whose tax matters had not been 
declared by the South African Revenue Service to be in order, as required by SCM 
regulation 43. 

44. Sufficient appropriate audit evidence could not be obtained that bid specifications had 
been drafted by bid specification committees composed of one or more officials of the 
municipality, as required by SCM regulation 27(3). 

Human resource management and compensation 

45. The planning and development manager, chief financial officer, corporate service 
manager and technical service manager were appointed without meeting the prescribed 
minimum competency levels, as required by section 56(1)(b) of the MSA. 

46. An acting municipal manager was appointed for a period of more than six months, in 
contravention of section 54A(2A) of the MSA. 


Revenue management 

47. An adequate management, accounting and information system was not in place to 
account for revenue and debtors, as required by section 64(2)(e) of the MFMA. 


Expenditure management 

48. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

49. Reasonable steps were not taken to prevent unauthorised, irregular as well as fruitless 
and wasteful expenditure, as required by section 62(1 )(d) of the MFMA. 


Asset management and liability management 

50. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Consequence management 

51 . Unauthorised expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, in accordance with the 
requirements of section 32(2) of the MFMA. 

52. The condonation of irregular expenditure was not approved by the appropriate relevant 
authority, as required by sections 1 and 170 of the MFMA. 

53. Irregular as well as fruitless and wasteful expenditure was not always recovered from 
the liable person, as required by section 32(2) of the MFMA. 



Interna! control 


54. I considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance with legislation. The matters reported below under 
the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the basis for the disclaimer of opinion, the findings on the annual 
performance report and the findings on compliance with legislation included in this 
report. 


Leadership 

55. The accounting officer did not exercise oversight responsibility regarding financial and 
performance reporting, compliance and related internal controls. The financial 
statements and annual performance report submitted for auditing contained material 
misstatements, while the developed action plan was not adhered to and areas of 
concern were not addressed as required. 


Financial and performance management 

56. Controls over daily or monthly processing and reconciliations were not implemented, 
resulting in inaccurate and incomplete financial and performance reports that were not 
supported by reliable supporting information. 


Governance 

57. The internal audit unit and audit committee operated effectively during the current 
period as per their legislated mandate. Recommendations were made to management 
to improve internal controls and ensure reliable reporting of financial and performance 
information as well as compliance with legislation. However, this did not result in 
improved controls due to management not implementing the recommendations, which 
led to the adverse assessment of the impact of these governance structures. 



Mbombeia 
30 November 2014 



AUDITOR-GENERAL 
SOUTH AFRICA 


Auditing lo build public confidence 



